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1) INTRODUCTION 


The St. Lawrence Seaway Authority has recently issued the following notice: 


"The 1959 Memorandum of Agreement between The St. 
Lawrence Seaway Authority and the Saint Lawrence 
Seaway Development Corporation of the United 
States respecting the St. Lawrence Seaway Tariff 
of Tolls provides that after five complete seasons 
of navigation have elapsed, and not later than 
July 1, 1964, a report shall be made to their 
respective Governments 'as to the sufficiency of 
the authorized tolls to meet the statutory re- 
quirements’. 

A detailed analysis of the five seasons of 
navigation is required for the preparation of 
such a report, as well as an examination of 
various economic factors affecting the tolls 
structure, such as traffic growth, the com- 
petitive position of the different transportation 
modes and its impact on the various industries 
related to the Seaway. 

For the purpose of assisting the Seaway 
entities in the course of the present review, 
all interested parties are invited to submit 
written statements dealing with the Tariff of 
tolls, including the various charges such as on 
gross registered tonnage, bulk cargo, general 
cargo, ballast and domestic package freight. 

The statements should be prepared in two copies 
and forwarded to the undersigned not later than 
Tuesday, September 3, 1963. 

Following the review of these statements and 
the study of the five seasons of navigation, public 
hearings will be held for the submissions of formal 
briefs and oral presentations." 


The preliminary report presented here is designed to associate the members of 
the Economic Council with the development of the St. Lawrence Seaway, especially the 
Montreal-Lake Ontario section, and with its traffic and revenue problems. 

It is hoped that this report will assist the Council to decide whether or not 
it should submit a brief with recommendations to the St. Lawrence Seaway Authority or 


the Canadian Government. 


Digitized by the Internet Archive 
in 2024 with funding from 
University of Toronto. 


httos://archive.org/details/31761118921196 


2) THE DEVELOPMENT OF THE ST. LAWRENCE SEAWAY 


Canada and the United States firg reached agreement and signed a treaty on an 
' International Seaway between Montreal and Lake Ontario in 1932. This treaty the United 
States Senate failed to ratify. 

Similarly, a new agreement which was signed in March 1941 also failed to 
obtain Congressional approval. 

During the next decade Canada grew more determined to construct the Seaway, 
with or without the participation of the United States. At the same time, the need for 
additional electrical power in Eastern Canada and the United States was becoming 
increasingly apparent and in 1951 an agreement of a somewhat different kind was 
concluded. 

On this occasion the agreement was a tripartite one, the signatottes being the 
| Canadian Government, the United States Government, and the Government of Ontario. The 
agreement stipulated that the Government of Canada would construct a St. Lawrence 
Seaway within Canadian territory and that the Ontario Government, together with an 
authority to be designated by the United States Government, would develop the power 
resources of the International Rapids Section of the St. Lawrence River. 

This agreement received the approval of the Canadian Parliament and in 
December, 1951 legislation was enacted establishing the St. Lawrence Seaway Authority. 
At that time it did appear that Canada would in fact establish the Seaway alone, but in 
November, 1952 President Truman reminded Congress that the United States could still 
participate in the project if it desired. 

In June 1953, the U.S. Federal Power Commission issued an order granting a 
50-year licence to the Power Authority of the State of New York for the development, 


in conjunction with Ontario Hydro, of the United States half of the power project. 
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The legality of this order was challenged by opponents of the project, but upheld in 
June, 1954 by the U.S. Supreme Court. 

Despite continued opposition from U.S. East Coast and Gulf Ports and from 
road and rail interests, the prospects of an all-Canadian Seaway finally constrained the 
United States Congress to pass in May 1954 the Wiley-Donderm Act, which authorized the 
St. Lawrence Seaway Development Corporation to construct on U.S. territory all the 
navigation facilities in the International Rapids Section of the proposed Seaway. 

After further discussions with Canada, the United States agreed to construct 
a canal (the Long Sault Canal) and two locks opposite Barnhart Island in the Inter- 
national Rapids Section and to do the necessary dredging in the Thousand Island Section. 

Canada for its part, agreed to build a ten-mile long canal along the south 
_ shore opposite Montreal; four locks between Montreal and Cornwall; and a one-mile canal 
with one lock at Iroquois. Canada further agreed to dredge the sixteen-mile Beauharnois 
Power Canal and to deepen the channel between the existing locks in the twenty-seven mile 
Welland Canal. 

Work commenced on the Seaway in August 1954 and it was completed during the 
Spring of 1959. The official opening took place on June 26, 1959. 

The final cost to date of the Seaway is $480 million and this sum is divided 


between Canada and the United States in the following manner: 


$ 
Canada: Montreal-Lake Ontario 314,047 , 395 
Welland Canal 33,253,684 


U.S.A.: Montreal - Lake Ontario 132,400,000 
479,701,079 
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(3) THE DEVELOPMENT OF TOLLS ON THE ST. LAWRENCE SEAWAY 


A policy of toll-free canals evolved during the first few years of this 
century. This development took place primarily to ensure the movement abroad of grain 
from the West via Canadian ports at the lowest possible price. 

The Saskatchewan Government's submission to the Tolls Committee in 1958 stated 
the basic philosophy underlying the toll-free policy: "economic development....could 
proceed only as fast as provision was made for transportation facilities....and 
Canadian statesmen for more than a century have realized that because of the great 
distances and sparse population of the Dominion, the resources of the State would have 
to be thrown into the task of ensuring essential transportation improvements, either 
directly by way of unremunerative state enterprise or in subsidies to private enterprise". 

This policy of toll-free canals continued from 1903 until April 24, 1947 when 
Louis St. Laurent, the then Minister of External Affairs, indicated a change in the 
traditional policy in his reply to a question from the United States Government on 
whether the Canadian Government would agree to tolls on a St. Lawrence Seaway. His 
answer was: "Canada will not object to the principle of tolls provided they could be 
arranged in such a way that there would be genuine benefit to transportation in a 
reduction of charges by the construction of a Seaway". 

On February 16, 1951, the above principle was confirmed by the Canadian 
Ambassador in Washington in a note to the U.S. Secretary of State. This note stated 
that the policy of the Canadian Government remained as follows: "The Canadian Government 
has now concurred in principle with the proposal to make the St. Lawrence Seaway self- 
liquidating by means of toll charges, subject to the conclusion of arrangements 


satisfactory to both governments for implementation of this principle". 
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At this juncture, you may have observed, the principle of tolls is superseded 
by the principle of full-cost recovery. 

On December 31, 1951 the St. Lawrence Seaway Authority was established to 
build, maintain and operate the Canadian sections of the St. Lawrence Seaway. In 
Section 15 of the Act it states that this Authority may establish tariffs and tolls; and, 
in Section 16, that these charges must be sufficient to defray the following costs: 

(a). payments in respect of the interest on amounts borrowed by the Authority to 
carry out such purposes; 

(b) amounts sufficient to amortize .the principal amounts so borrowed over a 
period not exceeding fifty years; and 

(c) the cost of operating and maintaining the canals and works under the adminis- 
tration of the Authority, including all operating costs of the Authority 

and such reserves as may be approved by the Minister of Transport. 

In the case of the United States, Congressional approval would never have 
been forthcoming if the legislation had not stipulated that tolls would be imposed. As 
a result, the Wiley-Dondero Act of May 13, 1954, setting up the St. Lawrence Seaway 
Development Corporation, the American counterpart of the St. Lawrence Seaway Authority, 
gives the Corporation explicit power to finance the United States share of the Seaway 
cost on a self-liquidating basis. 

To investigate and report upon the scale of tolls needed to assure the 
amortization of the costs involved in constructing the St. Lawrence Seaway over a period 


of 50-years, toll committees were set up by both the United States and Canada in March 


1955+ 
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The report of the Canadian Committee, presented in June, 1958, recommended a 


_ schedule of tolls for the St. Lawrence Seaway and the Welland Canal. 


It received the 


support of the American Committee and in a Memorandum of Agreement between the St. 


Lawrence Seaway Authority and the St. Lawrence Development Corporation became effective 


from April lst, 1959. 


TOLL SCHEDULE 


Montreal to or 
from Lake Ontario 


$ 


For transit of the 
Seaway, a compcsite 
toll, comprising - 


(1) a charge per 
gross registered 
ton, according to 
national registry 
of the vessel, applicable 
whether the vessel is 
wholly or partially 
laden, or is in ballast - - 04 


(2) a charge per ton (20001b) 
of cargo, as certified 
on ship's manifest 
or other documents, as 
follows: 
- bulk cargo 40 
- general cargo 90 


Bulk cargo includes domestic package freight. 
(3) a charge per passenger 3.50 


(4) minimum charges, subject 
to the provisions of sub- 
items (1), (2) and (3): - 
- pleasure craft 14,00 
- other vessels 28.00 


Welland 
Canal 


$ 


£02 


002 
05 


4.00 


16.00 
32.00 


Complete 
Transit 


$ 


06 


30.00 
60.00 
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The memorandum also stated that the division of tolls derived from the 
operation of the St. Lawrence Seaway between Montreal and Lake Ontario should be 
‘initially 71 per cent in Canadian dollars to the Authority and 29 per cent in U.S. 
dollars to the Corporation, such division being based upon preliminary estimates of 
their respective annual charges. Tolls derived from the Welland were to accrue to the 
Canadian Metrontty only. 

It was also agreed that after five complete Seasons of navigation, and not 
later than July 1, 1964, the Authority and the Corporation would report to their 
respective governments as to the sufficiency of the authorized tolls to meet the 
statutory requirements, and to cause the tolls to be reviewed accordingly. 

The main developments since April 1, 1959 have been: 

(a) the volume of traffic through the St. Lawrence Seaway has been less 

than that expected by the tolls committees; 

(b) revenues have been less and costs higher than expected; and 

(c) tolls on the Welland Canal were suspended unilaterally by the Canadian 


Government on July 18, 1962. 
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4) THE PROBLEM OF FULL-COST RECOVERY 


(A) The Calculations of the Toll Committee 

It is necessary first of all to become acquainted with the calculations of 
the Toll Committee. The main table from the Committee's Report is attached. From 
this the tolls levied on the Montreal - Lake Ontario portion of the Seaway were 
derived. 

Several observations on this table are required: - 

(i) Tons 

The tons used in these calculations are short tons and are for cargo. It was 
estimated that about 10 to 12 per cent of this tonnage would be general cargo and 
the remainder bulk cargo. 

The table shows that the annual-tonnage increases from 1959 to 1968 without 
peer td on and then, at the capacity level of 50 million tons, remains constant 
until 2008. No allowance was made apparently for cyclical fluctuations in demand 
during say the first ten years of the Seaway's existence with the result that the 
forecasts are optimistic. 

(ii) Revenue 

The revenue figures are directly proportional to tonnage and imply constant 
toll charges per ton. Thus over the time period covered toll rates do not rise or 
fall with demand or the general level of prices. 

If the toll charges remained constant after 1968, when full-capacity use is 
attained, it would become necessary to introduce some method other than price to 
ration the available facilities. 

(iii)Operation and Maintenance feats 

These are assumed, unrealistically, to remain constant for fifty years. As 

far as I can ascertain, these figures contain a sum for administrative expenses 


but nothing for depreciation. 
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: Cave LAWHENCE SEAWAY TARLE A : i! 
- MONTREAL TO LAKE ONTARLO , : 
UNITED STATES AND CANADA COMBINED Nga es) 
ESTIMATED REVENUE, EXPENSES AND AMORTIZATION at 
: Net Revenue Payment on ; 
Operation and (Available Accrued Interest Principal . ©. 
Tons — Maintenance for ‘ai and Deferred Debt ee 
Year (Millions) Revenue Expenses Debt Service) Currently Deferred __ Interest Outstanding . 
1959 25 fh 13,100,000 3,200,000 9,900, 000 9,900,000 2,868,750 -- 44k 868,750 - 
1960 29 15,196, 000 4,272,000 10,924,000 10,924,000 6,212,126 Be 451, 080,876 BEA 
1961 33 17,292 , 000 4,272,000 13,020,000 13,020,000 4, 356, 34h “f 455,437,220 AM 
1962 tay 19, 388, 000 4,272,000 15,116,000 15,116,000 2,429,079 =s 457, 866,299 ane 
1963 hy 21, 484 , 000 4,272,000 17,212,900 17,157,206 482, 365 54,794 458,293,870 f 
1964 4b 23,056, 000 4,272,000 18, 784 , 000 17,656,948 -- 1,127,052 457,166,818 oe 
1965 47 2h ,628, 000 4,272,000 20, 356, 006 17, 614, beg -- 2,741,571 454,425, 2k7 PS 
1966 48 25,152,000 4,272,000 20, 880, 000 17,509,698 -« 3, 370, 302 451,054,945 
1967 49 25,676, 000 4,272,000 21, 40h , 000 17, 380,750 at ' 023,250 LNT 031,695 ; 
1968 50 26,209, 000 4,272, 000 21,928, 000 17,226,650 nS 4,701, 350 442, 330, 345 g 
19& 50 26,200, 000 4,272,000 21,928, 000 17,046, 075 ae 4,881,925 437, 448, 420 
1970 50 26,200,000 4,272,000 21, 928, 000 16,858,538 *- 5,069, 462 432, 378,958 
1971 50 26,200,000 4,272,000 21,928, 000 16,663,770 ~= 5,254,230 427,114,728 q 
1972 50 26,200, 000 4 272,000 21,928, 060 16,461, 492 -- 5,466,508 421,648,220 ; 
1973 50 26,200,000 4 272,000 21,928,000 16,251,414 23 5,676, 586 415,971,634 ‘ 
1974 50 26,200, 000 4 272,000 21,928, 000 16,033,232 i 5,894,768 410,076, 866 . 
1975 50 26,200,000 4 272,000 21,928, 000 15,806,634 -- 6,121, 366 403,955, 500 
1976 50 26,200, 000 4,272, 000 21,928,000 15,571,294 -- 6,356,706 397,598,794 $ 
1977 50 26,200,000 4,272,000 21,928,000 15, 326,873 i 6,601,127 390, 997 , 667 
1978 50 26,200, 000 4,272,000 21,928,000 15,073,020 -- 6,854,980 384,142, 687 
1979 50 26,200,000 4 272, 000 21,928,000 14,809,370 ae 7,118,630 377,024,057 
1980 50 26,200, 000 4,272, 000 21,928,000 14,535,544 = 7,392,456 369,631,601 
1981 50 26,200, 000 4,272,000 21,928,000 14,251,145 oo 7,676,855 361,954, 746 
1982 50 26,200, 000 4,272, 000 21,928,000 13,955,767 -- 7,972,233 353,982,513 
1983 50 26,200,000 4,272,000 21,928,000 13, 648,983 - 8,279,017 385 , 703, 496 
1984 50 26,200, 000 4,272,000 21,928, 000 13,330, 351 er 8,597,649 337,105, B47 
1985 50 26,200, 000 4,272,000 21 , 928, 000 12,999,412 -- 8,928, 588 328,177,259 
1986 50 26,200, 000 4,272,000 21,928, 000 12,655,690 =- 9,272,310 318, 904, 949 
1987 50 26,200,000 4,272,000 21,928,000 12,298, 689 -- 9,629,311 309,275,638 
1988 50 26,200, 000 . 4,272,000 21,928, 000 11,927, 894 = 10,000, 106 299,275,532 
1989 50 26,200, 000 4,272,000 21,928, 000 11, Ske, 769 - LO, 385,231 288, 890, 301 
1990 50 26,200, 000 4,272,000 21,928, C00 11,142,762 -- 10,785,238 278,105,063 
1991 50 26,200,000 4,272, 000 21,928, 000 10,727,292 =4 11,200,708 266,904, 355 
1992 50 26,200, 000 4,272,000 21,928, 000 10,295,762 -« 11,632,238 255,272,117 
1993 50 26,200,000 4,272,000 21,928, 000 9, B47 , S48 == 12,080,452 243,191,665 
1994 50 26,200,000 4 272, 000 21,928, coo 9, 382,008 ses 12,545,997 230, 645, 668 
1995 50 26,200, 000 4,272,000 21,928,000 8, 898, bsé -- 13,029,544 217,616,128 
1996 50 26,200, 000 4 272, 000 21,928, 000 8, 396,206 “ 13,531,794 204 , 084, 330 
1997 50 26,200, 000 4,272, 000 21,928 , 000 7,874, 529 sy 14,053,471. 190, 030, 859 
1998 50 26,200, 000 4,272,000 21,928, 000 7,332,670 =~ 14,595. 330 175,435, 529 
1999 50 26,200,000 4,272,000 21,928, 000 6, 769, BAB -~ 15,158,152 160,277,377 
2000 50 26, 200, 000 4,272,000 21,928, 000 6,185,246 = 15,782,754 ‘Lok, 534,623 
2001 50 26,200, 000 k 272, 000 21,928, AO % 578,021 - L6, 349,979 128,184, 64d 
2002 50 26, 200, 000 4 272,000 21,928,000 4 G47, 29k : 16,980,706 111,203,938 
2003 50 26,200, 000 4,272,000 21,925,000 ‘292,153 -- 17,635,847 93,568, op 
2004 50 26, 200, 000 4,272, OOO 21,928, 000 3,611,649 oa 18, 316, 352 75,251, 740 
BHYOS 50 26,200, 000 4,272,000 21,928,000 2,904, 797 - 19,023,203 56, 228, 537 
2006 50 26,200,000 4,272,000 21,928, 000 2,176, 574 ney 19,757, 426 36,471,111 
2007 50 26,200,600 4,272, 000 21,928 ,,000 1,407,918 = 20, 520,082 15,951,029 
2008 90 /2 20,838,751 4,272,000 16,566,751 615, 722 5,951,020 “= 
Add: Deferred Interest. 
to Current Interest 
Payments 14, 348, 664 
Deduct: Deferred : 
Interest From Pay- 
mente on Principal 1G, 348, bo4 
Total - 50 Years 1,253,810,751 222,528,000 1, 04M 0G, 75 999,262,751 ne 2, 000, 000 
Average (persone 5 OT ete hon gO APT IE STL | OAR 0a 


1959, Aceordinvly, the figures shown on 


$0 ners ag 9°? are 


expenses, and to complete the 


4 The Seaway is scheduled to commence operating for tell traffic os April i, 
this line are for 9 months only. All expenses, including interest during construction pr 
_ to be capitalized. 


{2 The grosa and net revenues shown for this year are only the amauits sulficient to cover 
vA amortization of the debt and the accrued interest thereon. 
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Pet Oe 


(iv) Capital Cost 


The table shows that the original capital cost was expected to be $442 
million. As we have seen, the cost to date of the Seaway from Montreal to Lake 
Ontario was only slightly higher than this at $446 million. 

(v) ‘Time Period 
The table and the tolls were designed to recapture the total cost (apparently 


less depreciation) in a fifty-year period. 


The Forecasts and the Results 

Although the Seaway has been in operation only four years and figures are 
available at the time of writing for only the first three years, it would be 
useful to see how the actual figures compare with the forecasts contained in the 
previous table. 

The forecasted figures and the actual figures are set out in the next two 
tables and show that over the three years 1959 to 1961 actual revenue fell short 
of that forecasted by $13 million on the Montreal - Lake Ontario Section of the 
Seaway, subsequently referred to as the Seaway, and by $3 million on the Welland 
Canal. ~ 

Despite traffic picking up in 1962, a recent paper clipping reports that the 
Seaway handled 25.6 million tons in that year compared to the 37 million tons 
predicted. If this is the case, the cumulative shortfall in revenue will be 
ereater than $13 million. 

This non-forecasted deficiency in revenue was aggravated by the actual 
expenses being greater than those forecasted. For the same period, this excess 
was $0.8 million on the Seaway and $4.0 million on the Welland. Consequently, 
the total non-forecasted deficits were $13.8 million on the Seaway and $7.0 million 


on the Welland. 
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These deficits would have been even greater if the Authority had included a 
provision in its accounts, as does its United States counterpart, for the depre- 
ciation of assets having an estimated lifetime in excess of fifty years. The 
Auditor General of Canada said in the Authority's Annual Report, 1961: "No 
provision has been made for the replacement of movable equipment which has an 
estimated useful life of more than fifty years, or for lock and bridge operating 
equipment regardless of its life expectancy. Since replacement of worn-out assets 
is an operating cost, we believe that the financial plans of the Authority should 
include provision for all such replacements, whether required within or beyond the 
period of fifty years provided by the Act for the retirement of its indebtedness". 

It can be seen on the next table that the Seaway's non-forecasted deficit 
was 23.64% of actual revenue in 1959, 48.23% in 1960, and 53.99% in 1961. 

To have covered the non-forecasted deficits on the Seaway by charging higher 
tolls during the first three years would have required, even with a zero-elasticity 
of demand, percentage increases in tolls equal to the percentages in the preceding 
paragraph. 

If the opposite course had been followed, that of reducing tolls, a very 
great expansion in demand would have been necessary to earn sufficient revenue to 
cover the non-forecasted deficits. The non-tested belief of the writer is that 
the demand for the Seaway's facilities would not have expanded nearly enough to 
have earned sufficient revenue to have covered the deficits. 

Which course of action would have been preferable to reduce the size of the 
deficits depends on the manner in which demand would have behaved in response to 
toll changes. If it is the wish of the Council to have a more thorough report 


prepared, this is one matter which should be thoroughly examined. 
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THE FORECASTED AND ACTUAL FIGURES TOGETHER WITH VARIANCES 


MONTREAL TO LAKE ONTARIO 


Years 
1959 1960 1961 
(a) Cargo Tons (Millions) 
Forecasted 25 29 oD 
Actual Pa 20 23 
Variance - 4 - 9 -10 
Cumulative -13 -23 
(b) Revenue 
Forecasted I el OO,000 15,196,000 17,292,000 
-Canada 1 300,057 7 9287 848 8,200,000 
Actual (1) 
=“. Dee 3,204,494 3,115,040 3,407,461 
Variance 3 SAB) 449 a 46793,112 = 5,684,539 
Cumulative ihe 320 gDOL -13,013,100 
(c) Expenses 
Forecasted 3,200,000 4,272,000 4,272,000 
-Canada 1,465,914 252355996 25379,097 
Actual (1) 
=A si edhe TO95 4011 2,360,448 234 (09100 
Variance - Bogen + 224 444 + 582,852 
Cumulative + 186,169 + 769,021 
(d) Non-forecasted Deficit 
Total as above 25497 ,174 Be0L 3550 6,267,391 
Cumulative 7,514,730 13,782,121 
Total as % of Actual Revenue 23.64 48.23 53.99 
(e) Net Revenue Available for Debt Service 
Forecasted 9,900,000 10,924,000 13,020,000 
Total as above 7,402,826 5,906,444 6,752,609 
Variance eh 2,497,174 ie oI UBM ONG bi <) = 6,267,391 


(1) I have assumed that one Canadian dollar equals one United States dollar. 
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(a) 


(b) 


(c) 


(4) 


THE FORECASTED AND ACTUAL FIGURES TOGETHER WITH VARIANCES 


Cargo Tons (Millions) 


Forecasted 
Actual 
Variance 
Cumulative 


Revenue 


Forecasted 
Actual 
Variance 
Cumulative 


Expenses 
Forecasted 
Actual 
Variance 
Cumulative 


Non-forecasted Deficit 


Total as above 
Cumulative 


WELLAND CANAL 


1999 


ok 


40.0 
ao 
~12.5 


2,810,000 
1,854,417 
955 583 


1,950,000 
2,487 , 306 
537 306 


1,492,889 


Years 


1960 


43.0 
Pe ere 
-13.8 
-26.3 


2,965,000 
2,072,794 

892,206 
1,847,789 


2,350,000 
3,865 137 
P5515 5137 
2,052,443 


25407 , 343 
39900 5232 


1961 


46.0 
31.5 
-14.5 
-40.8 


3,119,000 
2,200,000 

919,000 
2,766,789 


2,350,000 
4,551,316 
2,201,316 
4,253,759 


34120, 326 
7,020,548 
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(C) A Revision of the Revenue Forecast 

As the short-term forecasts of the Tolls Committee have not been realized, it 
is necessary to set out alternative longer-term forecasts in an attempt to ascertain the 
likely unforeseen deficit over the fifty-year period. In this report only one revised 
forecast will be made, but it should help us to consider courses of action suited to the 
new situation. © 

The actual tonnage shipped through the Seaway in 1959 was 21 million tons. 
Using this as the base and assuming that tonnage increases 1 million tons per annum 
(as it did from 1959 to 1961, and as it does in the forecasts of the Committee from 
1965 to 1968), we find that the Seaway is not used to capacity until 1988, twenty years 
after the date originally forecast. This halves the period when the Seaway is expected 
to be fully Teen at the present toll charges and reduces the possibility that higher 
tolls after full-capacity is reached will earn sufficient additional revenue to offset 
the non-forecasted losses of earlier years. 

If traffic rises at only one million tons per annum, traffic will be 338 
million tons lower than that originally forecasted by the Tolls Committee. In revenue 
terms, this equals $177,112,000, ie. 6.76 years revenue at full capacity working. This 
revenue loss may seem high, but it still excludes the expected increase in costs and 
also the interest foregone on the revenue deficit itself. 

Let us now examine the possible revenue deficit ($177,112,000) as a percentage 
of the revised forecasts of revenue over different periods. 

(a) Deficit as a percentage of forecasted revenue, 1959-1987. This is the period 


when the deficit is expected to be made. 


177,112,000 LOO nen 
531,860,000 Pee 


ay ee sblabaias oo 


=—2 ‘_ ‘fe,) 


eka ak shite nt ope edt uno ¢akieb\n 
ain La . pebbenss Ga auegh, pinouts +s di. sia 


rett qohpcosa be gen adh: at fr 


rh a! heb: AEE ae baOk aiox’ —_ 


- 


Ben ne anh a ake boBhirie VLBA 

4 Bop % 1 SE te: Space al? OTT ae 

& 39 SS0Ho. Dez eae Pe 
Tera SS eee OE: 


™% 


¢ 

7 mea “teeel anor Neri 
2 - ry au ae ca 

20 ie, ; 2") ne 4 = 


ve 
Yor 2 Ps 
Miyavi ad n 4 
' Pir cine 
te ou 
i f 
: 
he 
# 


= a4 


(vb) Deficit as a percentage of forecasted revenue, 1965-2008. This is the period 


when it will be possible to adjust the toll charges. 


7 eee S000 100 
Sie ese 2 } 
937,182,751 * age 
(c) Deficit as a percentage of forecasted revenue, 1988-2008. This is the period 


when the Seaway is expected to be used to capacity with the present toll charges. 


177,112,000 Xela 
54,838,751 * Pus ats 


If we considered raising tolls to recoup the expected revenue deficit, and 
assumed that demand or traffic would not contract as a result of those increases, the 
above percentages show by how much toll charges would have to be raised in each of the 
periods to recapture the deficit. Traffic, however, is very likely to contract somewhat 
in response to increases in toll charges, especially during the period of under-full 
utilization of capacity. This means that even the above suggested increases would not 
fully recover the expected deficit. 

To what extent the increases would help to recover the deficit depends on the 
degree of contraction which follows in demand or traffic. If a more comprehensive report 
is prepared, inter alia, it should attempt to gauge the responsiveness of traffic to 
increased tolls over let us say 1965-2008. The revenue return, however, is likely to 
be greater if the charges are raised moderately, say every five years, as traffic grows, 
instead of introducing an early once-and-for-all large increase. 

The possibility of recovering the expected revenue deficit by lowering toll 
charges should also be considered. If tolls are lowered, however, account has to be 
taken of the additional revenue loss which results from charging the expected traffic, 


before the reduction, a lower rate. 
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For example, if toll charges were lowered between 1965 and 1987 by the 
percentages listed in the following table, the related loss in revenue would have to be 


added to the deficit of $177,112,000 expected from the inadequate growth in traffic. 


Percentage Reduction Related Reduction Total Deficit 
in Toll Charges in Revenue to be Recovered 

5 22,898 ,800 200,010,800 

10 45,797,600 222,909,600 

Ms) 68,696,400 245 ,808,400 

20 91,595,200 268 ,707 , 200 

25 114,494,000 291,606,000 


It would be possible to recover the total deficit, by lowering tolls, only 
during the period 1965 to 1987. The reason for this is that an expansion in traffic is 
necessary at the lower toll rates to earn sufficient revenue and after 1987 even at the 
present rates the Seaway is expected to be fully utilized. To recapture the total 
deficit, then, during the period 1965-1987, demand would have to expand in response to 
the above reduction in toll charges by the following percentages: 43.7; 48.73 53.73 
58.73; and 63.7. However, not only is traffic unlikely to expand by such large per- 
centages in response to the stated toll reductions, traffic cannot expand as much as 
this, for on average over the period unused capacity is only 23.0 percent of potential 
capacity. Consequently, toll pS ane in this period by themselves could not close 
the total revenue gap. 

Much more work is needed on this section, especially on the competitive 
position of alternative route ways and different modes of transport. Until this is done, 
one cannot speak with confidence on how tolls should be adjusted. My personal opinion, 
however, is that if the cost of the Seaway is to be recovered in fifty years, or as much 


of the cost as possible, reductions in toll charges (as a block) are not desirable. 
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I think revenue will be maximized if toll charges are raised as aetual traffic increases, 
especially after the Seaway is being used to full-capacity. It has to be recognized, 
however, that even the wisest changes in tolls may not realize sufficient revenue to 


ensure full-cost recoveryin fifty years. 


ahi aii 


ae a y 


(5) FULL-COST RECOVERY AND THE ALTERNATIVES 


Considerable sympathy can be felt for the principle of full-cost recovery. It 
ensures that competitive (assumed to be non-subsidized) facilities are not discriminated 
against, and in this case that traffic is distributed economically. It also approximates 
to the normal business principle that an investment should be potentially profitable at 
the time of its inception. 

Even those who are ardent supporters of the above principle may also agree, 
however, that if the government responsible for an investment believed it to have what 
I will call non-marketable, net social benefits sufficient to offset forecasted cash 
losses, that government would be justified in going ahead with that investment and 
partially financing the outlays from the public purse. 

No such provision was made by the Canadian and United States Governments with 
regard to the St. Lawrence Seaway, as we have seen, for (ignoring Canada's failure to 
provide for depreciation) tolls were set to cover expenses and to amortize the initial 
cost plus interest over a fifty-year period. 

Although we may agree that full-cost recovery is desirable, it will be more 
difficult to agree on the length of the pay-back period. Generally, I think it true 
to say, investors seek a high net (1) rate of return from their investment over its 
lifetime. A short pay-back period is also an important consideration. If the economic 
life of an asset is very long, a high rate of return mey be realized even if the pay- 
back period is fairly long too. This, I believe, is likely to be the case with the St. 
Lawrence Seaway, for its facilities are expected to have a much longer life than fifty 


years. 


(ie. The expected gross rate discounted for its risk element. 
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The reason for seeking or hoping to recover the cost of an asset in a specified 
time arises primarily from the length of the debt obligation which is incurred to finance 
it. This seems to be the case with the St. Lawrence Seaway, for the bulk of its debt 
was contracted for just over fifty years. If, however, the economic life of the Seaway 
is longer than the contractual life of its debt, the Canadian and United States Govern- 
ments have some justification in paying off the debt obligation in the stipulated time 
from a combination of tolls and public monies, and recouping itself at a later date 
from the continuing toll revenue. In other words, there is some justification for 
extending the amortization period to correspond more with the economic life of the 
asset than with the contractual life of the debt. 
Three possible situations or results confront the Seaway Authorities: - 
(A) Full-cost recovery in fifty-years 
The implications of this policy were examined in the previous section. It 
was stated there that whatever changes are made in toll charges it might not be 
possible to recover the full cost of the Seaway in the stipulated time. 
(B) Partial-cost recovery in fifty-years, but full-cost recovery over a longer period 
this is the result which is likely to be realized in fact. It would 
necessitate an extension of the amortization period and this would be equivalent to 
the Canadian and United States Governments extending loans to their respective 
Authorities equal to the deficiencies in the net revenue available for debt 
servicing. Once the initial cost of the Seaway is paid off, further net revenue 
will become available to reimburse the two governments. 
An article on the Seaway in the Financial Post, September 29th, 1962 said: 
"R,J. Rankin, President of Canada's St. Lawrence Seaway Authority, has suggested 


no extra burden would be put on the U.S. or Canadian public treasuries if the 
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amortization period did have to be extended. An extension, however, is a much 
hotter subject in the U.S., as officials promised when the Seaway legislation was 
going through Congress that the fifty-year period would not be extended. This 
promise played a key role in governing votes for the legislation and thus Washington 
is reluctant to ever think about an extension". 
Partial-cost recovery over the lifetime of the Seaway 

If the Seaway failed to recover its total costs during its lifetime, the 
Canadian and United States Governments, whatever their policies, will have to make 
up the difference. That is, they will be forced to pay for their over optimistic 
net-revemue projections. It would be wrong to call this subsidization, for 
essentially it is a capital loss which the investor must bear. 

As for subsidization, although it has been reintroduced for the Welland Canal, 
I cannot see it being accepted as policy for the Montreal-Lake Ontario section 
of the Seaway. If, however, the likely non-marketable net social benefits were 
considered substantial, and these deserve study in a more comprehensive report, a 
case for partial subsidization during periods of under full utilization of capacity 
would be justified. As the Canadian Manufacturers! Association said in its 
Submissions to the Tolls Committee: "The ceiling for .... tolls should be that 
which .... attracts traffic in volume rather than any projected level theoretically 


calculated to recapture the full cost of providing the facilities". 
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6) TRAFFIC THROUGH THE MONTREAL - LAKE ONTARIO SECTION OF THE SEAWAY 


In this section of the report, the volume, composition and direction of 
traffic will be examined. Among other things, this will show us which industries and 
to what extent Canadian industries utilize the Seaway. 

The simplest approach would be to comment on the tables which are inserted 


either in or immediately following the text. 


Table A - The Growth in Cargo Tonnage 


Cargo Tonnage | 
Actual Forecasted (Millions) 


1955 14' Channel 11,446,620 - 
1956 | ‘ 13,499,698 S 
L957 Y 12,191,492 “ 
1958 i 197625200 _ 
1959 27' Channel 20,593,142 25 
1960 " 20,310, 346 29 
1961 i 23417 720 a0 
1962 i 25 593,600 BY 


It can be seen that a considerable expansion in traffic followed the opening 
of the new Seaway, but that this expansion was nowhere near so great as that expected 


by the Tolls Committee. 


Table B - Grand Totals 

Among other things this table shows that the average cargo tonnage per transit 
has risen - from 2763 tons in 1959 to 3398 tons in 1961. In addition it can be seen that 
bulk cargo accounts for 83 to 85 per cent of cargo tonnage, and that between 1959 and 


1961 downbound traffic (West to East) rose from 47 to 65 per cent of total traffic. 
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Years 
£959 1960 1961 

No. of Transits 7 452 6,869 6,892 
Net Tons 16,249,082 16,158, 261 18,991, 360 
Gross Tons 250055995 Pot 250 28,908,578 
Cargo Tons 20,593,142 20,310, 346 23,417,720 

"  Downbound 46.8% 56.8% 64.8% 

” Tpbound 53.2% 43.2% 35» 2% 

te bili bts 85.0% 83.0% 84.1% 

"General 5.8% 5. 5% 3.7% 

"Mixed 9.2% 11.5% 12.2% 
Passengers 7 849 8,514 9,088 
Toll Revenue 10,046,877 10, 109,059 11,407,060 

aia bs 73.8% 70.2% 72.9% 

" General 11.2% 11.0% 7.5% 

" Mixed 12.2% 16.1% 16.7% 


TABLE B - GRAND TOTALS 


Table C - The Main Commodities in Total Traffic 

Approximately 75% of the total cargo tonnage consists of raw materials and 
agricultural products. Two commodities, wheat and iron ore, account for as much as 
4u% of total traffic. Wheat shipments rose considerably in 1961 from 1% to 28% 
of total traffic, but they have been reported lower for 1962, both in absolute and 
relative terms. Iron ore shipments, too, reflecting the state of the United States 
steel industry, have also fluctuated. They fell nearly two million tons in 1960 from 


30% to 21% of total tonnage, but made a substantial recovery in 1962. 
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TABLE C 


MAIN COMMODITIES AS PERCENTAGES OF TOTAL CARGO TONNAGE 


fH 
NO 
at 
Ne) 


Commodities 


Wheat 

Corn 

Barley 

Soybeans 

- Total Agricultural Products 
- Total Animal Products 
Bituminous Coal 

Iron Ore 

- Total Mine Products 

- Total Forest Products 
Fuel Oil 

Iron and Steel Manufactured 
Newsprint 

Scrap Iron and Steel (1) 

- Total Manufactures 

- Total Package Freight 
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CARGO TONNAGE OF MAIN COMMODITIES . 


Commodities 1959 
Wheat EEOC Cs ato 
Iron Ore 6,187,010 
Bituminous Coal 1 ee, 766 
Fuel Oil 1,136,199 


ee ee 


(1) 1959 figures include unclassified cargoes. 
(2) The 1962 tonnage is reported to be 6,014,788 tons. 
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1961 
6,521,068 
4017, 254 
Ll bo ee 
1,103,652 
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Table D ~- Main Commodities in Upbound Traffic 


Mine products on average account for about 63% ofmetopaly traltic’ or. cargo 
tonnage moving westward through the Seaway. Iron ore is the most important commodity. 
It accounted for 57% of, total: traffic, in 2959.; Another 30% of traffic is included under 


manufacturing. The contribution of agriculture is consequently negligible. 


Table KE - Main Commodities in Downbound Traffic 

As we would expect, agricultural products account for the major portion of the 
traffic shipped eastward. This portion was as high as 78% in 1959, but it has since 
fallen 8 points despite increased wheat shipments. The tonnage recorded under 


manufactures has also increased, but much of this was iron and steel scrap. 
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TABLE D 
MAIN COMMODITIES AS PERCENTAGE OF UPBOUND TRAFFIC 


Commodities 1959 


fH 
NO 
On 
=) 


- Total Agricultural Products 
- Total Animal Products 
Bituminous Coal 


Oe L 0.4 

Ose Cer 

4.3 be, 
Tron Ore 56.9 49.1 
Petroleum Crude ee Wes 
- Total Mine Products 66.7 6207 
Pulpwood 2.6 2-9 
- Total Forest Products 2.6 San 
Fuel Oil Tiere 13.0 
Iron and Steel Manufactured Ages 205 
Newsprint Pte ae 
Sugar Tal 0.6 
~ Total Manufactures 206 Sua 

eeQ Ze 


- Total Package Freight 


TABLE E 


MAIN COMMODITIES AS PERCENTAGE OF DOWNBOUND TRAFFIC 


Commodities Lee 1960 
Wheat Se 5 
Corn A ° 
Oats . ° 
Barley Le 1 
Soybeans ° 
Flaxseed : . 
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- Total Agricultural Products 
- Total Animal Products 
Bituminous Coal 

- Total Mining Products 

- Total Forest Products 

Iron and Steel Manufactured 
Scrap Iron and Steel 

- Total Manufactures 

- Total Package Freight 
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Table F - Traffic by Origin and Destination of Cargo 


(i)  Upbound Traffic 
Although 79% of this traffic originates in Canada, only 38% is destined for 


Canada. As little as 0.7% originates in the United States while it receives 62% 
of the traffic. ‘his situation results primarily from the large shipments of 
iron ore from Quebec and Labrador to the United States. 
(ii) Downbound Traffic 

About 52% of this traffic originates in Canada, 48% of course in the United 
States. Over 60% of the traffic is destined for Canadian ports, only 0.4% for 
U.S. ports. The remainder is destined for direct shipment abroad. Much of that 
which is destined for Canadian ports, however, is subsequently transhipped abroad. 


This is especially the case with grain. 


Table G - Traffic by Country of Ship's Registry 
A surprisingly large proportion of the ships plying the Seaway are Canadian 


registered. The United Kingdom is the only other country accounting for 10% or more. 


TRAFFIC BY COUNTRY OF SHIP'S REGISTRY 


Countries Percentages of Cargo Tonnage 

195 1960 1961 

Canada 6562 5u.4 60.3 
UK. Oed 12:2 10.0 
Norway NA. pee S43 
Germany 4.2 54 4,5 
British Commonwealth OS ix} a55 
Liberia N.A. balk 361 
Greece 0.6 362 203 
WeGok. tA 2.8 Zen 
Others NA. B. J: osc 
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(7) EVALUATION 


What conclusions can we draw from this report? 

The section dealing with the flow of traffic through the St. Lawrence Seaway 
showed that the Seaway is highly dependent on two commodity groups - the first being 
agricultural products, especially wheat, and the second being mined products, especially 
iron-ore, together accounting for about three-quarters of the total traffic. The 
commodities within these two groups originate, for the most part, in Canada, but are 
destined mainly for markets outside this country. Ontario does not account for a large 
proportion of the above commodities and an examination of the commodity flows suggests 
that Ontario is responsible for less than 15% of the traffic passing through the Seaway. 

With regard to the projections of the Tolls Committee, when these were 
compared with the actual figures for the period 1959-1961 it was revealed that the 
actual net revenue available for servicing the debt was very much below that forecasted. 
Using the actual figures, my revised forecast of revenue showed that the Seaway, with 
its present toll charges, would be incapable of recovering its total cost in 50 years. 
It was then indicated that if the Canadan and United States Governments continued with 
their policy of recovering the full cost of the Seaway in 50 years, it would be necessary 
to alter the toll charges. The opinion stated was that revenue would be maximized if 
tolls were increased periodically over time as demand expanded, especially once the 
Seaway was being used to capacity. 

Although this policy might maximize revenue, the conclusion was reached that 
if demand conditions were not favourable, even the wisest manipulation of toll rates 
would not expand revenue sufficiently to ensure full cost recovery in 50 years, 
especially as it seems that the Seaway's costs will be higher than those predicted by 


the Tolls Committee. 
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I then examined the courses of action open to the two Governments if it 
appeared that the Seaway would be incapable of recovering its total costs in the 50- 
year period. Firstly, it was suggested that the pay-back period should be extended, to 
be more in conformity with the economic life of the Seaway rather than the contractual 


life of its debt. Secondly, if it appeared that the Seaway would not be able to recoup 


its total costs even over its economic life, or if it could be demonstrated that net 


non-marketable benefits stemmed from the existence of the Seaway, partial subsidization 
would be justified. 

The Ontario Economic Council may now wish to have a more comprehensive report 
prepared as a basis for the presentation of a submission to the Federal Government. If 
it does, that report should give careful consideration to the following matters: 

(a) The competitive position (cost advantage) of the Seaway relative to 

(i) other route ways such as Detroit - New York and Seven Islands - 
Baltimore - Pittsburgh, and (ii) other methods of transportation, 
especially rail. 

(b) A more thorough breakdown of traffic flows, inter alia, to discover the 

importance of the Seaway to Ontario. 

(c) An up-dating of the financial analysis contained in this report and 

preparation of pipenataie projections of revenue and costs. 


(d) An examination of the desirability and possible effects of toll changes 


and subsidization. 


May 1963. 
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